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DIGITAL POWER CORPORATION
41920 Christy Street
Fremont, CA 94538

(510) 657-2635

To the Shareholders of Digital Power Corporation:

You are cordially invited to attend the Annual Megt(the "Meeting") of the Shareholders of DigiRdwer Corporation ("Digital") which wi
be held on Wednesday, July 14, 1999, at 10:00 @acific Time), at Digital's corporate offices loed at 41920 Christy Street, Fremont,
California 94538.

The accompanying Notice of the Annual Meeting & 8hareholders and Proxy Statement contain theeraatt be considered and acted
upon, and you should read such material carefully.

The Proxy Statement contains important informationcerning the election of the Board of Directdr®imital. The Proxy Statement also
contains important information concerning amendménthe Digital's Articles of Incorporation to tege the approval of 66 2/3% of Digita
voting stock for certain business combinationgltminate cumulative voting and to eliminate shatdar action by written consent. | urge
you to give these matters your close attentiotheg are of great significance to Digital and hsugholders. The Board of Directors stror
recommends your approval of these proposals. litiaddshareholders may transact such other busiagsnay properly come before the
Meeting or any adjournment thereof.

We hope you will be able to attend the Meeting, Bytou cannot do so, it is important that youas#s be represented. Accordingly, we urge
you to mark, sign, date, and return the enclosesyppromptly. You may, of course, revoke your praixyou attend the meeting and chot
to vote in person.

Sincerely,

/'s/ ROBERT O. SM TH

Robert O Smith
Pr esi dent

May 27, 1999



DIGITAL POWER CORPORATION
41920 Christy Street
Fremont, California 94538
(510) 657-2635

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
To Be Held On Wednesday, July 14, 1999

NOTICE IS HEREBY GIVEN that the Annual Meeting ¢ifet Shareholders of Digital Power Corporation, d@f@alia corporation ("Digital’
or the "Company"), will be held on Wednesday, Jdy 1999, at 10:00 a.m. (Pacific Time), at Digitaiffices located at 41920 Christy Street,
Fremont, California 94538 for the following purpsesall of which are more completely discussed emabcompanying Proxy Statement:

1. To amend the Articles of Incorporation of Digjtiaadopt a new Article VI to eliminate cumulativeting;
2. To amend the Articles of Incorporation of Difjita adopt a new Article VIl to eliminate shareheldction by written consent;

3. To amend the Articles of Incorporation of theyifal to adopt a new Article VIl which establishieigher voting requirements by
shareholders in certain circumstances (a) to agpcevtain business combinations involving Digitadl@r its subsidiaries, and (b) to amend
Article VIII,

4. If either Proposal Nos. 1 or 2 is approved,nead the Articles of Incorporation of Digital toaat a new Article X to require a higher
voting requirement to amend Articles VI or VII;

5. The election of five directors to hold officetiithe next Annual Meeting of Shareholders or uigir successors are elected and qualified;
and

6. To transact such other business as may propente before the meeting or any adjournments thereof

All of the above-matters are more fully describedhie accompanying Proxy Statement. Only sharel®loferecord at the close of business
on May 24, 1999, are entitled to notice of anddtevat the Annual Meeting of the Shareholders.

BY ORDER OF THE BOARD OF DIRECTORS
PHILIP G. SWANY, Secretary

Fremont, California
May 27, 1999

YOU ARE CORDIALLY INVITED TO ATTEND DIGITAL'S ANNUAL MEETING OF SHAREHOLDERS. IT IS IMPORTANT THAT
YOUR SHARES BE REPRESENTED REGARDLESS OF THE NUMBEQU OWN. EVEN IF YOU PLAN TO BE PRESENT AT THE
ANNUAL MEETING, YOU ARE URGED TO COMPLETE, SIGN, DRAE, AND RETURN THE ENCLOSED PROXY PROMPTLY IN
THE ENVELOPE PROVIDED. IF YOU ATTEND THE MEETING, ®U MAY VOTE EITHER IN PERSON OR BY PROXY. ANY
PROXY GIVEN MAY BE REVOKED BY YOU IN WRITING OR INPERSON AT ANY TIME PRIOR TO THE EXERCISE THEREC



PROXY STATEMENT OF
DIGITAL POWER CORPORATION
41920 Christy Street
Fremont, CA 94538
(510) 657-2635

INFORMATION CONCERNING THE SOLICITATION

This Proxy Statement is furnished to the sharemsld&Digital Power Corporation ("Digital” or th€bmpany") in connection with the
solicitation of proxies on behalf of Digital's Boanf Directors for use at Digital's Annual Meetiofthe Shareholders (the "Meeting”) to be
held on Wednesday, July 14, 1999, at 10:00 a.ntiffPdime), at Digital's offices located at 419€0risty Street, Fremont, California 945:
and at any and all adjournments thereof. Only $twders of record on May 24, 1999, will be entittechotice of and to vote at the Meeting.

The proxy solicited hereby, if properly signed aatlirned to Digital and not revoked prior to ite uwill be voted at the Meeting in
accordance with the instructions contained thetéimo contrary instructions are given, each proageived will be voted "FOR" the approval
of proposals 1, 2, 3 and 4, and "FOR" the five maas for the Board of Directors, and at the pratgérs' discretion, on such other matters,
if any, which may come before the Meeting (inclgdany proposal to adjourn the Meeting). Any shaladrogiving a proxy has the power to
revoke it at any time before it is exercised byfiling with Digital written notice of its revocatn addressed to Philip G. Swany, Corporate
Secretary, Digital Power Corporation, 41920 Christseet, Fremont, California 94538; (ii) submittiagluly executed proxy bearing a later
date; or (iii) appearing at the Meeting and givihg Corporate Secretary notice of his or her im@rto vote in person.

This solicitation of proxies is being made by Dadjg Board of Directors. Digital will bear the emticost of preparing, assembling, printing,
and mailing proxy materials furnished by the Boaf®irectors to shareholders. In addition to thkc#ation of proxies by use of the mail,
some of the officers, directors, employees, anatsgef Digital may, without additional compensatisnlicit proxies by telephone or perso
interview, the cost of which Digital will also bedbigital will reimburse banks, brokerage housesl ather custodians, nominees, and
fiduciaries for their reasonable expenses in fodivay these proxy materials to shareholders whaszk $h Digital is held of record by such
entities. In addition, Digital may use the servioéindividuals or companies it does not regulagploy in connection with this solicitation
of proxies if management determines it to be adhesa

A copy of Digital's Annual Report on Form 10-KSH fbe year ended December 31, 1998, accompang&Ptbky Statement.
This Proxy Statement and form of proxy were firgiiled to shareholders on or about May 27, 1999.
RECORD DATE AND VOTING RIGHTS

Digital is authorized to issue up to 10,000,000reb@f Common Stock, no par value. As of May 28912,771,435 shares of Common
Stock were issued and outstanding. No shares t#rpeel stock are outstanding. Each share of ComBtock shall be entitled to one vote on
all matters submitted for shareholder approval. fHverd date for determination of shareholderdledtto notice of and to vote at the
Meeting is May 24, 199¢



All properly executed proxies delivered pursuarthie solicitation and not revoked will be votedta@ Annual Meeting in accordance with
the directions given. A majority of the outstandsigres of Common Stock must be represented Mekéing to constitute a quorum for the
transaction of business. The affirmative vote ofaority of Digital's Common Stock outstanding ecassary to approve proposals 1 and 2.
The affirmative vote of 66 2/3% of Digital's Comm8tock outstanding is necessary to approve prop@sahd 4. Regarding the election of
directors, shareholders may vote in favor of athimees, or withhold their votes as to all nomineesyithhold their votes as to specific
nominees, by following the instructions on the esed proxy card. If no specific instructions aneegi with respect to any matter to be voted
on, the shares represented by a signed proxy &illdbed FOR proposals 1, 2, 3 and 4, and FOR #wi@h of the Board's nominees.
Directors will be elected from nominees receivihg highest number of affirmative votes cast byhbigers of Digital's Common Stock,
voting in person or by proxy at the Annual Meetius abstentions, because they will be countelgiarmining whether a quorum is
present for the vote on all matters, will have ffea on the election of directors, but will haveteffect of a NO vote for proposals 1, 2, 3
4. Similarly, broker norvotes are also counted towards a quorum but arecustted for any purpose in determining whetheaéten has bee
approved, and will have the same effect as an atiste

On any matter submitted to the vote of the shadsslother than the election of directors, eacddradbf Common Stock will be entitled to
one vote, in person or by proxy, for each shar@ahmon Stock held of record on Digital's books fathe record date. In connection with |
election of directors, shares may be voted cunudhtj but only for persons whose names have besreglin nomination prior to the voting
for election of directors and only if the sharetesltiolding such shares has given notice at the alnvieeting, prior to such voting, of his or
her intention to vote cumulatively. (Notice of inten to vote cumulatively may not be given by siynmarking and returning a proxy.) If a
Company shareholder gives such notice, then ateslotders eligible to vote will be entitled to culete their votes in voting for election of
directors. Cumulative voting allows a shareholdecdast a number of votes equal to the number oEsheeld in his or her name as of the
record date, multiplied by the number of directorbe elected. All of these votes may be castrfigrane nominee, or they may be distributed
among as many nominees as the shareholder seBsdihominees receiving the highest number ofrafftive votes, up to the number of
directors to be elected, shall be elected.

If one of Digital's shareholders gives notice démtion to vote cumulatively, the persons holdimg proxies solicited by the Board of
Directors will exercise their cumulative voting kg, at their discretion, to vote the shares thadgl m such a way as to ensure the election of
as many of the Board's nominees as they deem jmsEhis discretion and authority of the proxy reslelmay be withheld by checking the
box on the proxy card marked "withhold authoritgtich an instruction, however, will also deny thexgholders the authority to vote for any
or all of the nominees of the Board of Directorgreif cumulative voting is not called for at thesual Meeting, although it will not prevent
the proxyholders from voting, at their discretifor, any other person whose name may be propertedlin nomination at the Annual
Meeting. If Proposal 1 is adopted, shareholdersnwil have the right to cumulative votes for thecgibn of directors in the future.

A shareholder may choose to withhold from the phmtgiers the authority to vote for any of the indival candidates for the Board of
Directors by marking the appropriate box on thexproard and striking out the names of the disfagta@ndidates as they appear on the p
card. In that event, the proxyholders will not casy of the shareholder's votes for candidates &ghames have been crossed out, whether or
not cumulative voting is called for at the Annuagéding, but they will retain the authority to vébe the candidates nominated by the Board
of Directors whose names have not been struckaot for any



other candidates who may be properly nominatedeafAhnual Meeting. If a shareholder wishes to dpdhe manner in which his or her
votes are allocated in the event of cumulativengythe or she must appear and vote in person @trtheal Meeting. Ballots will be available
at the Annual Meeting for persons desiring to untperson.

PROPOSED AMENDMENTS TO DIGITAL'S
ARTICLES OF INCORPORATION

GENERAL

Digital's Board of Directors (the "Board") met opd 23, 1999, at which meeting a quorum was pregkinthat time, the Board approved
several amendments (the "Amendments") to Digifaitles of Incorporation and voted to recommenat thigital's shareholders consider
and approve each of the Amendments.

PURPOSE OF THE AMENDMENTS

The Amendments, which in various forms have beapte by a number of other companies, are intetmethke Digital a less attractive
candidate for acquisition by a person or compang ddes not have the support of the Board, andharee the stability of the management
of Digital. Although Digital has received no curténdications of interest for its potential acqtiam, Digital believes that in light of its low
trading price, another entity may be interesteddquiring Digital. The Board believes that DiggaLommon Stock is undervalued and in the
event someone may be interested in acquiring Djdita Board believes that it can negotiate bettebehalf of Digital's shareholders if any
potential acquirer is required, unless certain ¢@tks are met, to negotiate through Digital's Bbar

The Amendments, which are discussed below anchégrded to achieve the above goals, may not detacguisition of Digital. However,

they may discourage attempts by other persons, &oi@p or groups to acquire control of Digital, witih negotiation with Digital, through tl
acquisition of a substantial number of shares gitBi's Common Stock, possibly followed by a forecedrger or other business combinations
in which the remaining shareholders of Digital nmay receive a fair price for their shares. Sucheagar may or may not be in the interests of
Digital or its shareholders. The Board believesahalders other than the person seeking controlsuffgr substantial inequities and may
receive a fair price for their stock if Digital lunder the control of another person or compahighvthen proceeds to accomplish a Business
Combination (as hereinafter defined) of the twangrger or otherwise without first negotiating wittahnagement to obtain the fairest terms
for all shareholders.

EFFECT OF THE AMENDMENTS

Shareholders should be aware that the Amendmehishywamong other things, require approval of éemaatters (including Business
Combinations, as defined) by vote of the holderatdéast 66 2/3% of Digital's outstanding votingcg, voting separately as a class
(hereinafter referred to as the "Supermajority Votemay have the effect of discouraging tenderrsftfeecause they might give the directors
and management of Digital, who control 7.52% ofifai(s outstanding voting stock, the ability, witke aid of a minority of Digital's
shareholders, to ensure that the Supermajority Wetessary to approve certain transactions coultdenobtained without their approval.
Therefore, it should be noted that should the Amsents be approved, Digital's directors, officerd arminority of the shareholders voting
together might be able to prevent a transactioartaV by or favorable to a majority of the sharebodc



One of the amendments provides for the eliminatiocumulative voting. Cumulative voting entitlestareholder voting at any election of
directors to cumulate his or her votes to give ceradidate a number of votes equal to the numbdirettors to be elected multiplied by the
number of votes to which his or her shares ardledtiThe shareholder may also distribute his votethe same principle among as many
candidates as he thinks fit. Thus, a minority shaleer who owns a substantial number of sharesabtgin board representation through
cumulative voting. Under the proposed Amendmenigit& would eliminate this ability.

An additional amendment provides for the eliminatid action by written consent. The adoption of tamendment will preclude any action
to be taken by the shareholders of Digital excéptraeeting of shareholders.

The Amendments contain provisions that might h&veeefffect of discouraging replacement of the dinecof Digital who had been elected
before a Related Person (as defined in proposat@)ired 10% or more of Digital's voting stock. Baérectors (and others so designated by
the Continuing Directors before election) are galtedefined as "Continuing Directors.” The amendbraight, therefore, have the effect of
making the replacement of incumbent managementiledg, since officers are chosen by the Board.

Provisions that may discourage tender offers cbeldonsidered to be anti-takeover devices thatdoadeter a takeover attempt and entrench
management even if the terms of the proposed t&kesmuld have been desirable or beneficial to $tudders.

The Supermajority Vote requirement might indepetigidrave the effect of discouraging takeover atteniyy persons who did not first
negotiate with the Board. This provision is enhahiog the proposed amendments to eliminate cumelatdting and shareholder action by
written consent since elimination of cumulativeimgtwill prevent a Related Person from obtainingpaition on the board and force such
Related Person, if it wishes to acquire Digitalgtothrough Digital's board, and requires any dialcker action to occur through a
shareholders' meeting.

The Board believes, however, after having consitltite above factors, that the benefits of the Amemts outweigh any possible
disadvantages resulting from Digital's being a E#®ctive acquisition target.

STATE LAW, OTHER BYLAW PROVISIONS AND OTHER REGULAT ORY MATTERS

Under California General Corporation laws, the Adrents which require a Supermajority Vote shalkeda be effective 2 years after the
filing of the most recent amendment or certificateletermination to adopt or re-adopt the Supernigjdote provisions unless such
Supermajority Vote privisions are renewed, withipehr before the applicable expiration date, father 2 year period. If a Supermajority
Vote provision is not renewed within the applicabkgpiration date, then that particular Supermajoribte provision shall not be in force af
the expiration date and shall only require the aftenly a majority.

The Amendments are permitted under the Califorréad®al Corporation laws and are allowed by thesrafehe American Stock Exchange
("AMEX"), upon which Digital's Common Stock is lest and traded. The Amendments are not in resporsiéorts of which the Board is
aware to accumulate Digital's stock or to obtaintaa of Digital. Currently, Digital's Articles dhcorporation and Bylaws do not presently
contain any provisions intended by Digital to hawe,to the knowledge of the Board, having



anti-takeover effect. However, the Articles of Inporation do provide that Preferred Stock of Digiteay be issued in one or more series, and
expressly vests in the Board the authority to deitee designations, preferences and certain righggch such series. Although the Board
presently has no intention of doing so, these shemald be issued to a holder that could vote agjaimerger, sale of assets or other
extraordinary corporate transaction.

In addition to the Amendments, Digital will also endl its Bylaws to require a 70-day notice periothmevent a person wishes to nominate
someone to Digital's Board. Such amendment toyitavis in conjunction with the Amendments may deerhé deemed to have an anti-
takeover effect. While Digital may from time to #nconsider proposals which may under certain cistantes be deemed to have anti-
takeover implications, the Board does not presastfytemplate recommending the adoption of any &rimendments to the Articles of
Incorporation or the adoption of any amendmentieoBylaws of Digital.

SUMMARY OF AMENDMENTS
Proposed New Atrticle VI. The provisions of this nAwticle would eliminate cumulative voting in coroi®n with the election of directors.
Proposed New Article VII. The provisions of thismarticle would eliminate the ability to take shaodder action by written consent.

Proposed New Atrticle VIII. The provisions of thisw Article would establish a requirement that thpraval by a Supermajority Vote be
obtained for certain business transactions betegital and/or its subsidiaries and persons owrii§o or more of its voting stock except
where the transaction has been approved by a [@rityaof the Board and 80% of the Continuing Dii@s or (ii) majority of the Board and if
certain minimum price and other conditions are met.

Proposed New Atrticle IX. The provisions of this nAwicle IX would require a Supermajority Vote tmand Article VI and VII, if approved.

Adoption of the Amendments may have significaneet on the ability of shareholders of Digital enbfit from certain kinds of transactions
which may be opposed by the incumbent Board ofdbars. Accordingly, before voting on the Amendmestsareholders are urged to read
carefully the following sections of this Proxy Statent, which discuss the advantages and disadwentd@dopting the Amendments and
describe more fully the specific provisions of edchendment. Exhibit A, attached hereto, set fonth full text of the Amendments, and the
descriptions of such Amendments are qualified @irtantirety by reference to such Exhibit.

PROPOSAL ONE
ARTICLE VI - ELIMINATION OF CUMULATIVE VOTING

New Article VI would eliminate the right of shardHers to cumulative voting in connection with tHeation of directors. Cumulative votir
entitles a shareholder to give one candidate a rumitvotes equal to the number of directors teleeted multiplied by the number of votes
to which his or her shares are entitled. If thigeticle VI is adopted, a minority shareholderigital may be unable to obtain board
representation otherwise available through cumdatoting. However, the Board believes adoptiotheaf amendment is consistent with the
other Amendments to promote continuity of curreanagement and, require to the extent possiblentwatiations occur through Digital's
Board.



PROPOSAL TWO
ARTICLE VII - ELIMINATION OF ACTION TAKEN BY WRITTE N CONSENT

Currently, Digital is authorized to take any shadeer action by written consent. The Board is psdpg new Article VIl to eliminate
shareholder action to be taken by written consem. Board believes that any proposed shareholdienaghould be taken at either a special
or annual meeting. In this manner, all shareholddidhave an opportunity to attend and voice thligmions which would not be available by
written consent.

The affirmative vote of the holders of a majoriggaegate number of shares of Digital's Common Statktanding is required for the
adoption of the foregoing proposal 1 and 2.

PROPOSAL THREE
ARTICLE VIII - SUPERMAJORITY REQUIREMENT
FOR CERTAIN BUSINESS COMBINATIONS

The proposed addition of Article VIII to the Arteed of Incorporation would govern any proposed "Bess Combination” (as hereinafter
defined) between Digital and/or its subsidiaried arfRelated Person” (as hereinafter defined). Utlde amendment, a Business
Combination which does not fall within the excepsaontained in the provisions would require apatdyy an affirmative vote of 66 2/3%
the outstanding shares of voting stock ("Supernitgjdtote™).

The proposed Article VIII may be amended by (1) dffemative vote of a majority of the Directorscathe affirmation vote of 66 2/3% of tl
voting stock, or (2) the affirmative vote of a mip of the Board and 80% of the Continuing Direstand an affirmative vote of a majority
the voting stock.

The Board has noted that uninvited or unsolicieedler offers or other attempts to acquire contirabonpanies, if successful, are sometimes
followed by a merger or similar transaction thatdlves the elimination of minority shareholdersaacthange in their interests as shareholders
Such a two-step, nonegotiated (or Board disapproved) transaction aisults in the elimination of minority shareholksigro did not tende
their stock in the first step, or who, as a resfifproration, did not have all their tendered stpokchased. In connection with the second step,
minority shareholders are often forced to access laluable or desirable consideration (for exapgajaity or debt securities of the purchaser
instead of cash) for their stock than was availableffered in the first step.

The Board believes that substantial inequitieshefall the remaining shareholders after a publ@id company has come under the control
of another person or company and the latter theog@ds to combine a company owned by the perstive @cquiring company itself with tl
publicly held company by a merger or otherwise. Trens of such a Business Combination may notaefle arm's-length bargaining, and
thus may not assure fair treatment of the remaishayeholders, because the same party controlshitzth of the negotiations. In connection
with such a Business Combination, significant cleenig the policies or management of the acquiredoamy may also be affected.

California General Corporation Law permits a Caliia corporation, such as Digital, to be mergedwit into another corporation upon the
approval of a majority of its shareholders. Hericgjeneral, a party who held or controlled a m#joof Digital's voting stock could force a
merger, consolidation, sale of substantially aljiiil's or a subsidiary's assets or other trarmactn terms it dictated. While minority
shareholders of n-publicly traded corporations have certain statutagiits of appraisal under Califorr



law, pursuant to which they may enforce their righteceive the "fair value" of their shares, tbencnon shareholders of Digital may not be
able to take advantage of this statutory rightpyfraisal since Digital's Common Stock is quotedhenAMEX. Digital's shareholders could
rely on certain common law rights based on thediaity duty of a controlling shareholder to deatlfawith minority shareholders and upon
federal securities laws governing disclosures éndbent of a Business Combination pursuant to wligreholder action is required, but
efforts to pursue these rights may involve progdand expensive litigation. A minority shareholdery not have the financial resources to
wait out such litigation and, faced with the inépito liquidate his investment at a value equahtat paid under the tender offer, may be
coerced by economic considerations into acceptiagrtequitable terms of a Business Combination.

In order to provide Digital's shareholders with iddal protection in the event of an attempted-step Business Combination or any
transaction which would involve an effort to acguiontrol of Digital to their detriment, new ArticVIll would, as permitted under Califorr
law, require a Supermajority Vote to approve carisiness Combinations with Related Persons.

This amendment would not restrict another compahighvmerely desired to exercise control over Digitad did not intend to effect a
subsequent Business Combination. However, if anathpany obtaining control over Digital were nallimg to meet the price and other
conditions of the Article VIII, the holders of jugver 33 1/3% of the voting stock could block a iBass Combination supported by the
remaining shareholders. This ability to block aiBass Combination may therefore have the effedisffouraging tender offers. As already
noted, the directors and management of Digitalrobt52% of the Common Stock and thus might be &bblock such a combination with
the aid of a minority of Digital's shareholders.

The adoption of Article VIII might discourage a tim offer for Digital's Common Stock which might &ea price above the prevailing mai
price because of the resulting need either to ebgbie minimum price requirements of Article VIH @ obtain a Supermajority Vote, as a
precondition to any subsequent Business Combinafiois might also have the effect of preventinggenary fluctuations in the market price
of the Common Stock of Digital, which often reduttm actual or rumored takeover attempts, theredpyriging shareholders of the
opportunity of selling their stock at a temporafhigher price. The board believes that the advastad the amendment to all of the
shareholders of Digital, namely, assuring them mimmim price for their shares in a merger or sinmifansaction constituting the final step in
a takeover, outweigh any possible disadvantagedtiregs from the decrease in the likelihood of Dajibecoming a target of a takeover bid,
which might be desired or favored by a majorityDagital's shareholders.

A "Business Combination" is defined to include neggy leases, consolidations, sales and exchangeseis and similar transactions
involving Digital or a subsidiary including any seities issued by Digital or a subsidiary in excppaifior cash, securities or other property (or
combinations thereof) having an aggregate fair etavklue of $1,000,000 or more, between Digitala(subsidiary of Digital) and a Related
Person or certain defined parties related to atB&lBerson. The definition also includes certaifeptransactions (including reclassifications
and recapitalizations) with the effect of, direablyindirectly, increasing the Related Person'pertionate share of stock in Digital, and
complete or partial liquidation, spinoffs, splitefind splitups.

A "Related Person" is defined to include anotheityenor group of entities that has acquired 10%hef voting stock of Digital. Both Business
Combination and Related Person are defined braadiyticle VIII to prevent circumvention of the puwse of the Article through complica
legal procedures



A Business Combination with a Related Person weedglire the satisfaction of one of the three folluytests:

(a) such Business Combination is approved by anibajaf the Board and a Supermajority Vote of thargholders, after the distribution to
shareholders of a proxy statement containing tfeenmation described in paragraph (c)(iv) below;

(b) such Business Combination is approved by an 808 of the Continuing Directors, the majoritytbé Board, and shareholders
representing a majority of voting stock; or

(c) such Business Combination is approved by a ritypjof the Board and a majority of the sharehaddepresenting a majority of voting
stock provided that the following conditions aretme

(i) the minimum price received by common stock shatders in the Business Combination would haugetequal to the highest of (1) not
less than the highest per share price paid by éta&té& Person during the 2 years prior to the puinhouncement of the proposed Business
Combination ("Announcement Date") or the transarctidnich it became a Related Person ("Determinddate"), whichever is higher; (2) tl
fair market value per share on the Announcemeng babn the Determination Date, whichever is higbe(3) a price per share equal to the
fair market value per share determined under cléjsabove multiplied by the ratio calculated byiding the highest price per share paid by
the Related Person during a 2-year period immdgligtéeor to the Announcement Date to the fair mankaue of the shares on the first day in
such 2-year period upon which the Related Persquicadl any shares;

(i) the minimum price received by shareholdersdbares of such class or series of voting stotlierdhan common shares, in the Business
Combination would have to be equal to the high&ét pnot less than the highest per share priceé pgithe Related Person for any share of
such class or series during the 2 years priordadAfinouncement Date or Determination Date, which&vkigher; (2) the fair market value
per share of such class of series on the AnnounteD®te or on the Determination Date, whichevdtigher; or (3) the highest preferential
amount per share which holders of shares of sadsar series would be entitled, if any, in thenée any voluntary or involuntary
liquidation, dissolution or winding up of the Digit

(iii)the consideration to be received by sharehade the Business Combination shall be cash suah form as the holders of the voting
stock may approve as a class; and

(iv) a proxy statement must have been delivereshmeholders in connection with the Business Coatioin.



PROPOSAL FOUR
ARTICLE IX - GENERAL AMENDMENT PROVISIONS

The provisions of new Article IX is to the effebtiat if either of proposals 1 and 2 is approvedhsiiticle may not be amended except by
approval by holders of Digital's Common Stock repreing 66 2/3% of the outstanding shares of Com&took.

This new Article is necessary to prevent circumigmof the approved proposals other than by a Sogjerity Vote.

The affirmative vote of the holders of 66 2/3% loé iggregate number of shares of Digital's ComntockSutstanding is required for the
adoption of the foregoing proposal 3 and 4.

PROPOSAL FIVE ELECTION OF DIRECTORS

Five (5) directors are to be elected at the Mee#agh to serve until the next Annual Meeting antil his successor shall be elected and
qualified or until his earlier death, resignationremoval. None of the nominees for director weleded pursuant to any arrangement or
understanding other than with the directors anit@f§ of Digital acting within their capacities @sch. There are no family relationships
between any of the directors and executive offioéi3igital. The following table sets forth the pens nominated by the Board of Directors
for election as director and certain informationthaespect to those persons.

Principal Occupa tion and Background For the

Name Age Past Five Years

Robert O. Smith 54 Chief Executive Officer and Director since 1989 and President since
May 1996. From 1980 to 1989 variously served as Vice
President/Group Controller of Power Conversion Group, General
Manager of Compo wer Division, and President of Boschert
subsidiary, of C omputer Products, Inc., manufacturer of power
conversion produ cts and industrial automation systems. Received
B.S. in Business Administration from Ohio University and
completed course work in M.B.A. program at Kent State University.

Chris Schofield 42 Managing Directo r of Digital Power Limited since January 1998.
Director and Gen eral Manager of Gresham Power Group from 1995
t0 1998. From 1 988 to 1995, Director of United Kingdom
Operations of th e Oxford Instruments Group.

Thomas W. O'Neil, Jr. 69 Director since 1 991. Certified Public Accountant and Partner since
1991 of Schultze , Wallace and O'Neil, CPAs. Retired as Partner,
from 1955 to 199 1, of KPMG Peat Marwick. Director of California
Exposition and S tate Fair; Director of Regional Credit Association;
Director of Alte rnative Technology Resources, Inc. Graduate of St.
Mary's College a nd member of the St. Mary's College Board of

Regents.



Scott C. McDonald

Principal Occupa
Age Past Five Years

45 Director since M
April 1999. Dir
From November 19
Incorporated, a
From October 199
Chief Operating
1993 to Septembe
Officer of PSI |
1993, Chief Fina

tion and Background For the

ay 1998. Director of Castelle Incorporated since
ector of Octant Technologies, Inc. since April 1998
96 to May 1998, Director of CIDCO
communications and information delivery company.
3 to January 1997, Executive Vice President,

and Financial Officer of CIDCO. From March

r 1993, President, Chief Operating and Financial
ntegration, Inc. From February 1989 to February
ncial Officer and Vice President, Finance of

Administration o
Accounting from
Gate University.
62 Business consult
Director since 1
until June 1998,
of Boschert, Inc
1984. Received
Missouri.

f Integrated System, Inc. Received B.S. in
The University of Akron and M.B.A. from Golden

Robert J. Boschert ant for small high-growth technology companies.

990 of Hytek Microsystems, Inc. From June 1986
served as consultant to Union Technology. Founder
. Retired as a member of the board of directors in
B.S. in Electrical Engineering from University of

Committees of the Board; Meetings and Attendance

The Board has an Audit Committee and a Compens@tionmittee. The Audit Committee currently consadtslessrs. Boschert, McDonald
and O'Neil, and the Compensation Committee consfdtéessrs. Boschert, McDonald and O'Neil. The Bladmes not have a Nominating
Committee. The primary functions of the Audit Cortte® are to review the scope and results of abglitte Company's independent
auditors, the Company's internal accounting costithle non-audit services performed by the indepeinaiccountants, and the cost of
accounting services. The Compensation Committearashers the Company's 1996 Stock Option Plan badCiompany's 1998 Stock Option
Plan upon its adoption and approves compensagomjmeration, and incentive arrangements for ofieerd employees of the Company.

The Board met nine times during 1998, and the AQdinmittee and the Compensation Committee eactongetime during 1998. Each
director attended at least seventy-five perceth@imeetings of the Board and of the committees wygltich he served.

Compensation of Directors
Non-employee directors receive $10,000 per annum gpaddterly and options to purchase 10,000 shar€oofmon Stock.
Vote Required for the Election of Directors

Directors will be elected from the nominees reaegvihe highest number of affirmative votes of thares of Common Stock present and
voting at the Meeting. Each share of Common Stolichvis



represented, in person or by proxy, at the Meatiitigoe accorded one vote on each nominee for threanless one or more shareholders
express an intention to exercise the right of catinvg voting, in which case all shares will be adeal the cumulative voting rights described
under the caption "Record Date and Voting Rigtabgdve.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT SHAREHOLDERS VOTE FOR
ALL OF THE FIVE (5) ABOVE-LISTED NOMINEES.
COMPLIANCE WITH SECTION 16(A) OF THE SECURITIES EXC HANGE ACT OF 1934

Section 16(a) of the Securities Exchange Act of41@Rjuires Digital's directors, executive officeaad persons who own more than 10% of
Digital's outstanding Common Stock to file repatownership and changes in ownership with the SBifectors, executive officers, and
shareholders of more the 10% of Digital's CommartiSare required by SEC regulations to furnish faigwvith copies of the Section 16(a)
forms they file.

Based solely on a review of the copies of such sofumnished to Digital, or written representatitinat such filings were not required, Digital
believes that, during the calendar year 1998, etdti6n 16(a) filing requirements applicable todiectors and officers were complied with
exception that Mr. Schofield inadvertently failedtimely file one transaction.

Executive Officers
The name, age and description of the executiveasiof Digital and its subsidiaries are listecbbel

Name Age Office and Background

Robert O. Smith, 54 See "Election of Directors"
President and Chief Executive Officer

Chris Schofield, 42 See "Election of Directors"
Managing Director,
Digital Power Limited



Name Age Office and Bac
Philip G. Swany, 49  Mr. Swany join
Chief Financial Officer Controller in

Executive Compensation.

left the Compa
for Crystal Gr
software devel
September 1995
Company where
Finance. InM
Financial Offi
Company. Mr.
in Business Ad
from Menlo Col
courses in bus
University of

kground

ed the Company as its

1981. In February 1992, he
ny to serve as the Controller
aphics, Inc., a 3-D graphics
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, Mr. Swany returned to the
he was made Vice President-
ay 1996, he was named Chief
cer and Secretary of the
Swany received a B.S. degree
ministration - Accounting
lege, and attended graduate
iness administration at the
Colorado.

Executive officers are appointed by, and serveatliscretion of, the Board of Directors. ExceptRobert O. Smith, the Company's
President and Chief Executive Officer, the Complaay no employment agreements with any of its ekexofficers. The following table se
forth the compensation of the Company's PresidethiChief Executive Officer during the past threarge No other officer received annual
compensation in excess of $100,000 during the 888l year.

SUMMARY COMPENSATION TABLE

Long Term Compensat ion
Annual Compensat ion Awards Payouts
Restricted Securities LTIP  All Other

Name and Principal Other A nnual Stock  Underlying Payouts Compensa-
Position Year Salary Compens ation ($) Award(s) ($) Options (#) ($) tion
Robert O. Smith 1998  $141,912(1) $0 $0 100,000(2) $0 $0
Presidentand CEO 1997  $150,000 $0 $0 100,000(3) $0 $0

1996  $110,000 $0 $0 61,500(4) $0 $0

(1) Pursuant to Mr. Smith's contract, Mr. Smitefgitled to receive $175,000 per annum. Howeveg,tdithe financial conditions of the
Company, Mr. Smith only received $141,912. Mr. $nmitay, in the future, re-seek this difference.

(2) Pursuant to his employment contract, in Jan888, Mr. Smith received options to acquire 100,80ares of Common Stock at $6.69
share. These options expire in January 2008. Oreidber 5, 1998, these options were repriced to arcese price of $2.31 per share.

(3) Pursuant to his employment contract, in Jand88y7, Mr. Smith received options to acquire 100,8Bares of Common Stock at $5.4375
per share. These options expire in January 200N@ember 5, 1998, these options were repriced texarcise price of $2.31 per share

(4) In August 1996, Mr. Smith received options tgjaire 61,500 shares of Common Stock at $1.80lmespursuant to the 1996 Stock
Option Plan. The options are subject to a-year vesting perioc



Effective October 1, 1996, the Company and Mr. Sraiitered into an employment contract which terteman December 31, 1999. Under
the terms of Mr. Smith's employment contract, Mmith shall serve as President and Chief Executiffie€ of the Company and his salary
shall be $175,000 per annum effective on Januat®48, and increasing to $200,000 per annum byaksriy 1999. Mr. Smith's salary for
1997 was $150,000. In addition, pursuant to Mr.tBmicontract, he shall have the right to receivéhe first business day of each January
during the term of his contract options to acqui®®,000 shares of Common Stock at the lower of atar&lue as of such date or the average
closing price for the first six months of each yefhis contract. Finally, pursuant to Mr. Smitetaployment contract, in the event there is a
change in control of the Company, Mr. Smith shallgbanted a five year consulting contract at $200ier year. Due to the financial
condition of Digital, Mr. Smith did not receive hisntract amount in 1998 and will not receive lgatcact amount in 1999. Mr. Smith may
the future, re-seek payment of the difference.

The following table sets forth the options grartedir. Smith during the past fiscal year.
OPTION GRANTS IN LAST FISCAL YEAR

Individual Grants

% of Total Options
Number of Securities Granted to Exercise or
Underlying Options Em ployees in Fiscal Base Price  Expiration
Name Granted (#) Year ($/Sh) Date
Robert O. Smith 100,000 18.22% $6.69(1)  January 2008

(1) On November 5, 1998, these shares were repiic$d.31 per share.
The following table sets forth Mr. Smith's fisc&ar end option values. No options were exerciselbysmith during 1998.

AGGREGATED OPTION EXERCISES IN LAST FISCAL YEAR
AND FISCAL YEAR-END OPTION VALUES

Number of Unexercised Value of Unexercised
Options at FY-End (#) In-the-Money Options
at FY-End ($)(1)

Shares Acquired on Exercisable/ Exercisable/
Name Exercise (#) Value Realized (%) Unexercisable Unexercisable
Robert O. Smith None None 398,400 Exercisable/ $147,730/
0 Unexercisable $0

(1) Market price at December 31, 1998, for a slbammon stock was $1.75.
Stock Plans

Employee Stock Purchase Plan. The Company hasedlaptEmployee Stock Ownership Plan ("ESOP") irfaromity with ERISA
requirements. As of December 31, 1998, the ESORspinrthe aggregate, 169,164 shares of the Congp&@oyhmon Stock. In June 1996, the
ESOP entered into



$500,000 loan with San Jose National bank to fieghe purchase of shares. The Company has guadghteespayment of the loan, and it is
intended that Company contributions to the ESOPbeilused to pay off the loan. All employees of @@mpany participate in the ESOP on
the basis of level of compensation and length ofise. Participation in the ESOP is subject to Wesbver a sixyear period. The shares of
Company's Common Stock owned by the ESOP are \myt¢le ESOP trustees. Mr. Smith, President andf@xecutive Officer of the
Company, is one of two trustees of the ESOP.

1996 Stock Option Plan. The Company has establiali96 Stock Option Plan (the "1996 Plan™). Theopse of the 1996 Plan is to
encourage stock ownership by employees, officers,directors of the Company to give them a greagesonal interest in the success of the
business and to provide an added incentive to moatio advance in their employment by or servighéoCompany. A total of 513,000
options are authorized to be issued under the Bfamhich 434,100 options have been issued. Thé F3&n provides for the grant of either
incentive or non-statutory stock options. The eiserprice of any incentive stock option grantedarttie 1996 Plan may not be less than
100% of the fair market value of the Common Stocthe Company on the date of grant. The fair mavisie for which an optionee may be
granted incentive stock options in any calendar yeay not exceed $100,000. Shares subject to aptinder the 1996 Plan may be purch
for cash. Unless otherwise provided by the Boandygtion granted under the 1996 Plan is exercidableen years. The 1996 Plan is
administered by the Compensation Committee whishdiscretion to determine optionees, the numbshafes to be covered by each option,
the exercise schedule, and other terms of the mgtibhe 1996 Plan may be amended, suspendednon&ted by the Board but no such
action may impair rights under a previously grardaption. Each incentive stock option is exercisabiging the lifetime of the optionee, only
so long as the optionee remains employed by thep@agn No option is transferrable by the optiondeothan by will or the laws of descent
and distribution.

Other Stock Options

The Company, as of December 31, 1998, has outsiguogitions to acquire 167,000 shares of CommorkStb$1.80 per share and option
acquire 86,900 shares of Common Stock at $.50h@@esThese options were granted to employees in1983 and are now fully vested.

401(k) Plan

The Company has adopted a tax-qualified employei@agaand retirement plan (the "401(k) Plan"), whiiznerally covers all of the
Company's full-time employees. Pursuant to the KOR[an, employees may make voluntary contributionthe 401(k) Plan up to a
maximum of six percent of eligible compensatione3é deferred amounts are contributed to the 4®1ék). The

401(k) Plan permits, but does not require, add#ianatching and Company contributions on behaRlah participants. The Company
matches contributions at the rate of $.25 for e&lcBO0 contributed. The Company can also make disoary contributions. The 401(k) Plan
is intended to qualify under Sections 401(k) anti(@pof the Internal Revenue Code of 1986, as aserdontributions to such a qualified
plan are deductible to the Company when made aitidenghe contributions nor the income earned aséhcontributions is taxable to Plan
participants until withdrawn. All 401(k) Plan coilntions are credited to separate accounts magdamtrust.

During calendar year 1998, the Board of Directegziced the exercise price for stock options taiaeds98,940 shares of Common Stock
held by officers and employees of the Company.félewing



table sets forth the ten year option repricing infation for the executive named in the compensdtible and directors.

TEN YEAR OPTION REPRICINGS

Leng th of

Number of Exercise Ori ginal
Securities Market Price  Price at Option al Term
Underlying of Stock at  Time of New Remai ning at

Effective Date ~ Options Time of  Repricing Exercise Dat e of

Name of Reprice  Repriced (#) Repricing ($)  ($) Price ($) Repr icing
Robert O. Smith  November 5, 1998 100,000 $2.31 $5.44 $2.31 8yrs. , 2 mo.
November 5, 1998 100,000 $2.31 $6.69 $2.31  9yrs. , 2 mo.

Report on Repricing of Stock Options

During 1998 there was a substantial decrease im#r&et price of the Company's Common Stock. Aessalt, the Compensation Committee
repriced stock options for officers and employefethe Company on November 5, 1998. No repricinguoex for stock options held by non-
employee directors. The repricing was done in foreto retain the Company's quality employees affiders who had lost a significant
portion of their financial interest in the Compawgcause their stock options were "out of the mdrayNovember 1998, the Company
completed the Company's stock option repricing pogfor officers and employees of the Company pamsto which stock options for
598,940 shares of Common Stock, originally issuéll @xercise prices ranging from $4.00 to $6.69gt&re, were reissued with an exercise
price of $2.31 per share, which exercise price @pprated the fair market value of the Company'seshan the date of repricing.

Stock options are intended to provide incentivethéoCompany's officers and employees. The Comtiensaommittee believes that such
equity incentives are a significant factor in thengpany's ability to attract, retain, and motivaftécers and employees who are critical to the
Company's long-term success. This is especiallytattract and retain quality employees in Silitalley. Further, many of the Company's
officers and employees have had salary reducedgitine current and prior calendar year due toitlential condition of the Company. The
Compensation Committee believes that the repriofrtge options is a form of incentive to the offis@nd employees of the Company to
remain with the Company during its period of finehcestructuring, and believes that such repriéinig the best interests of the Company
and its shareholders.

Compensation Committee

Robert Boschert
Scott McDonald
Thomas O'Neil

PRINCIPAL SHAREHOLDERS

The following table sets forth, as of May 1999 ta&rinformation with respect to the beneficial @sship of shares of Digital Common St
by all shareholders known by Digital to be the liee owners of more than five percent of the t¢arsling shares of such Common Stock
directors anc



executive officers of Digital individually, and alirectors and all executive officers of Digitalagroup. As of May 24, 1999, there were
2,771,435 shares of Common Stock outstanding.

No. of Shares
Name Common Stock(1) Percent

Rhodora Finance Corporation Limited 183,464 6.62%
80 Broad Street
Monrovia, Liberia

Digital Power - ESOP 173,333 6.25%
41920 Christy Street
Fremont, CA 94538

Thomas W. O'Neil, Jr., 75,600(2) 2.66%
Director

Robert O. Smith, 587,564(3) 18.42%
Director and Chief Executive Officer

Chris Schofield, 11,000 *
Managing Director, Digital Power Limited

Philip G. Swany, 44,250(4) 1.57%
Chief Financial Officer

Scott C. McDonald, 17,500(5) *
Director

Robert J. Boschert, 10,000(5) *
Director

All directors and executive officers as a group 745,914(6) 21.23%

(6 persons)

* Less than one percent.

(1) Except as indicated in the footnotes to thidetathe persons named in the table have solegatid investment power with respect to all
shares of Common Stock shown as beneficially ownyeithem, subject to community property laws wheagligable.

(2) Includes 50,000 shares subject to options aardants exercisable within 60 days.

(3) Includes 318,400 shares subject to optionsnardants exercisable within 60 days. Also incluilé8,164 owned by the Digital Power
ESOP of which Mr. Smith is a trustee.

(4) Represents 44,250 shares subject to optionsisable within 60 days.
(5) Includes 10,000 shares subject to options aadants exercisable within 60 days.

(6) Includes 422,650 shares subject to optionsnaardants and exercisable within 60 days. Also ideBi169,164 shares owned by the Digital
Power ESOP of which Mr. Smith is a trustee and bmgeemed a beneficial own



APPOINTMENT OF INDEPENDENT AUDITORS

The Board of Directors retained the firm of Heir\ssociates, LLP as independent auditor for Digitad its subsidiaries for the year 1999. A
representative of Hein + Associates, LLP will behet Meeting to respond to appropriate questions.

OTHER MATTERS AND ADDITIONAL INFORMATION

The Board of Directors of Digital knows of no othmatters that may or are likely to be presentdti@iMeeting. However, in such event, the
persons named in the enclosed form of proxy witev&ich proxy in accordance with their best judganresuch matters pursuant to
discretionary authority granted in the proxy.

Shareholders should direct any requests for additimformation to Digital Power Corporation, 419R@risty Street, Fremont, California
94538.

SHAREHOLDER PROPOSALS

Shareholder proposals to be included in Digitalesxi? Statement and Proxy for its 2000 Annual Megetimust meet the requirements of Rule
14a-8 promulgated by the SEC and must be receiy&idital no later than Friday, December 3rd, 1999.

ALL SHAREHOLDERS ARE URGED TO EXECUTE THE ACCOMPANNG PROXY AND TO RETURN IT PROMPTLY IN THE
ACCOMPANYING ENVELOPE. SHAREHOLDERS MAY REVOKE THRPROXY IF THEY DESIRE AT ANY TIME BEFORE IT IS
VOTED.

BY ORDER OF THE BOARD OF DIRECTORS

/sl Philip G Swany

PH LIP G SWANY,
Corporate Secretary
May 27, 1999



EXHIBIT A
Article VI
No shareholders shall be entitled to cumulativéngpat a shareholders' meeting at which directoed@be electec
Article VII

Any action required or permitted to be taken byshareholders of this corporation must be effeateaduly called annual or special meeting
of such holders and may not be effected by anyemria writing by such shareholders; provided, hesvethat the foregoing shall not
derogate from the authority of all of the sharebaddof the Corporation eligible to vote, to remaithout cause any or all directors by writ
consent pursuant to Section 303 of the Corpord&iotie. At any annual meeting or special meetindhafeholders of this corporation, only
such business shall be conducted as shall havelbeeght before such meeting in the manner provigethe bylaws of this corporation.

Article VIII.

The affirmative vote of the holders of at leastyigix and two-thirds percent (66 2/3%) of the ¢tantsling shares of Voting Stock (as herein
defined) shall be required for the adoption or atiation of any Business Combination (as herefindd), provided that such sixty-six and
two-thirds percent (66 2/3%) voting requirementlishat be applicable if all of the conditions syfézl in paragraph 8.02 of this Article VIII
are met.

8.01 Definitions. The following definitions shajbaly for purposes of this Article VIII:
(@) "Person" shall mean any individual, firm, cagt@n or other entity.

(b) "Affiliate" or "Associate" shall have the regpi@e meanings ascribed to such terms in Rule 1@btle General Rules and Regulations
under the Securities Exchange Act of 1934 provitheayever, that the term "registrant” as used i glefinition of "Associate" shall mean
the corporation.

(c) "Subsidiary" shall mean any corporation of vwhiacmajority of any class of equity security is @dndirectly or indirectly, by the
corporation, provided, however, that for the pugsosf the definition of "Related Person" set fdrtthow, the term "Subsidiary” shall mean
only a corporation of which a majority of each sla$ equity security is owned, directly or indidgcby the corporation.

(d) "Voting Stock" shall mean capital stock of t@poration entitled to vote generally in the afatiof directors.

(e) "Beneficial Owner" shall have the meaning sethfin Regulation 13D under the Securities Excleafgt of 1934, and includes any other
person with which such Beneficial Owner has angagrent or understanding for the purpose of acquitinlding, voting or disposing of a
shares of Voting Stocl



(f) "Related Person" shall mean, in respect of Bnginess Combination, any person (other than thgocation, any Subsidiary, any pension,
savings, or other employee benefit plan of empleyehe corporation or any Subsidiary, or any ona group of more than one Continuing
Director) who or which:

(i) is the Beneficial Owner, directly or indirectlgf ten percent (10%) or more of the voting powafthe outstanding Voting Stock; or

(i) is an Affiliate of the corporation and at atigne within the two-year period immediately priorthe date in question was the Beneficial
Owner, directly or indirectly, of ten percent (10&)more of the voting power of the then outstagditeting Stock; or

(iii) is an assignee of or has otherwise succe¢al@sy shares of Voting Stock which were at anyetimithin the two-year period immediately
prior to the date in question beneficially ownedsbRelated Person, if such assignment or successahhave occurred in the course of a
transaction or series of transactions not invoharublic offering within the meaning of the Seties Act of 1933 or any successor securities
law.

(9) "Business Combination" shall mean any one orenod the following transactions:

(i) Any merger or consolidation of the corporatmnany Subsidiary with any Related Person or amgd®e(whether or not itself a Related
Person) which is, or after such merger or constiidavould be, an Affiliate of a Related Person.

(if) Any sale, lease, exchange, mortgage, pledgesfer or other disposition (in one transactioa series of transactions) to or with any
Related Person, or any Affiliate of any RelatedsBeror any Person of substantially all the assfettseocorporation or any Subsidiary.

(iii) The issuance or transfer by the corporatiomy Subsidiary (in one transaction or a serigsamfsactions) of any securities of the
corporation or any Subsidiary to any Related Pecsany Affiliate of any Related Person or any Bars exchange for cash, securities or
other property (or combination thereof) having ggragate Fair Market Value of one million dolla4 (000,000) or more.

(iv) Any reclassification of securities (includirgny reverse stock split), or recapitalization @& torporation, or any merger or consolidation
of the corporation with any of its Subsidiariesaoy other transaction (whether or not with or int@therwise involving a Related Person)
which has the effect, directly or indirectly, otmeasing the proportionate share of the outstanstiages of any class of equity or convertible
securities of the corporation or any Subsidiarychitis directly or indirectly beneficially owned layy Related Person or any Affiliate of any
Related Persol



(h) "Continuing Director" shall mean any membeths Board of Directors of the corporation who:iginot a Related Person nor an Affiliate
of the Related Person and was a member of the Rddddectors prior to the time that such Relatedddn became a Related Person; or (
a successor of a Continuing Director who is nofitiate of the Related Person and who is recomdeehto succeed a Continuing Director
prior to his initial election or appointment to tberporation's Board of Directors by a two-thirdgesof the Continuing Directors then on the
Board of Directors.

(i) "Fair Market Value" shall mean:

(i) in the case of stock, the highest closing gaiee of a share of such stock during the thirty

(30) day period immediately preceding the datenfbich such Fair Market Value is being determinedtenprincipal United States securities
exchange registered under the Securities ExchangefA934 or successor law on which such stodiktisd, or if such stock is not listed on
any such exchange, the highest closing bid quaotatith respect to a share of such stock duringtitréy

(30) day period preceding the date for which suain Market Value is being determined on the Natigksesociation of Securities Dealers,
Inc. Automated Quotation System or any system therse, or if no such quotations are available Rhe Market Value of such stock as
determined in good faith by the Board of Directansd

(i) in the case of property other than cash oclstthe Fair Market Value of such property deterxity the Board of Directors in good faith
for the date on which such Fair Market Value impaietermined.

8.02 Exception to 66 2/3% Vote Requirement. Théysiix and two-third percent (66 2/3%) vote reqditey this Article VIII for approval of
certain Business Combinations shall not be apgicttba Business Combination, and such Businessb@ation shall require only such
affirmative vote as required by law and any othewjsion of this Articles of Incorporation, if:

(a) Such Business Combination shall have been apgroy a eighty percent (80%) vote of the Contiguinrectors, and a majority of the
Board of Directors; or

(b) All of the following conditions shall have besret with respect to such Business Combination:
(i) The Business Combination has been approvedrbgjarity of the Board of Directors; and

(i) The aggregate amount of cash and the Fair Blavlalue as of the date of the consummation oBilginess Combination of consideration
other than cash to be received per share by hatdé€smmon Stock in such Business Combination dieht least equal to the highest of the
following, adjusted to reflect subdivisions of dt@nd stock splits



A. The highest per share price (including brokeregmmissions, transfer taxes and soliciting desafegs) paid by the Related Person for the
corporation's Common Stock acquired by it (1) wittiie two-year period immediately prior to thetfpsiblic announcement of the proposal
of the Business Combination (the "Announcement Date

(2) in the transaction in which it became a Reld@®edson, whichever is higher;

B. The Fair Market Value per share of the corporési Common Stock (1) on the Announcement Dat&)oon the date on which the Rela
Person became a Related Person (the "Determira#tey), whichever is higher; or

C. The Fair Market Value per share of the corporesiCommon Stock determined pursuant to the imaelgli preceding subparagraph B,
multiplied by the ratio of

(1) the highest per share price (including any brage commissions, transfer taxes and solicitirded's fees) paid by the Related Person for
any shares of Common Stock acquired by it withantthioyear period immediately prior to the Announcemeatedto the (2) the Fair Mark
Value per share of such Common Stock on the fagtid such two-year period upon which the Relatexdséh acquired any shares of such
Common Stock.

(if) The consideration to be received by holdera pfrticular class of outstanding Voting Stocklidain cash or in such form as the holders
of the Voting Stock may approve as a class.

(iii) The aggregate amount of the cash and the Maiket Value as of the date of the consummatiotheBusiness Combination of
consideration other than cash to be received maedhy holders of shares of any class or seriesitstanding Voting Stock, other than
Common Stock, shall be at least equal to the higimasunt determined under clauses A, B or C below.

A. The highest per share price (including any brage commissions, transfer taxes, and solicitirejedte’ fees) paid by or on behalf of the
Related Person for any share of such class orssefrigeneficial ownership of shares of such classedes of Voting Stock (1) within the two-
year period immediately prior to the AnnouncemeateDor (2) in the transaction in which it becaniRetated Person, whichever is higr

B. The Fair Market Value per share of such classedes of Voting Stock on the Announcement Daterothe Determination Date,
whichever is higher; or

C. The highest preferential amount per share tahvttie holders of shares of such class or serigotfig Stock would be entitled,



any, in the event of any voluntary or involuntaiguidation, dissolution or winding up of the corption, regardless of whether the Business
Combination to be consummated constitutes suclvamt.e

(iv) After such Related Person has become a ReReesbn and prior to the consummation of such BgsilCombination: (a) there shall have
been no reduction in the annual rate of divideradd pn the Common Stock (except as necessarylaztainy subdivision or split of the
Common Stock), except as approved by a eighty pe(88%) vote of the Continuing Directors; and §brh Related Person shall not have
become the Beneficial Owner of any newly issuedeshaf Voting Stock except as part of the transactvhich results in such Related Per
becoming a Related Person, and except as necésgaflect any subdivision or split of the Commaidck.

(v) After such Related Person has become a ReReezbn, such Related Person shall not have rectiedukenefit, directly or indirectly
(except proportionately as a shareholder), of aapd, advances, guarantees, pledges or other ithassistance or any tax credits or other
tax advantages provided by the corporation, whethanticipation of or in connection with a BusiegSombination or otherwise.

(vi) A proxy or information statement describing throposed Business Combination and complying thighrequirements of the Securities
Exchange Act of 1934 and the rules and regulatibeseunder (or any subsequent provisions replastiat Act or Rules) shall be mailed to
shareholders of the corporation at least thirty (80/s prior to the consummation of such Businesslfination (whether or not such proxy
information statement is required to be mailed pans to such Act or subsequent provisions).

8.03 Certain Determinations. The Continuing Diregtacting as a committee, shall have the powedaiydto determine for the purposes of
this Article VIII, on the basis of information knawto them after reasonable inquiry, (i) whetheeespn is a Related Person, (ii) the number
of shares of Voting Stock beneficially owned by geyson, (iii) whether a person is an AffiliateAwsociate of another, and (iv) whether the
assets which are the subject of any Business Catibimconstitute substantially all the assets ef@orporation or any Subsidiary, or the
consideration to be received for the issuanceamster of securities by the corporation or any &liéay in any Business Combination has, an
aggregate Fair Market Value of one million doll¢$4,000,000) or more.

8.04 Fiduciary Obligations of Related Persons. Magtltontained in this Article VIII shall be consdito relieve any Related Person from
fiduciary obligation imposed by law.

8.05 Amendment and Repeal. Notwithstanding anyrqihavisions of this Article of Incorporation ordlbylaws of the corporation (and
notwithstanding the fact that a lesser percentagye lme specified by law, this Article of Incorpomtior the bylaws of the corporation), the
affirmative vote of the majority of Directors arttetaffirmative vote of the holders of at leasty-six and twi-third percent (6¢



2/3%) of the outstanding shares of the Voting S&tkll be required to amend, modify or repealpadopt any provisions inconsistent with
this Article VIII of this Article of Incorporationprovided, however, that this Article VIII may bmanded, modified or repealed, and any such
new provision may be added, upon the affirmativiead the holders of not less than a majority ef thtal voting power of all outstanding
shares of the Voting Stock of the corporationpuifls amendment, modification, repeal or additiorl$hiat have been approved and
recommended by a resolution adopted by a eightsepe(80%) vote of the Continuing Directors andaarity of the Board.

Article IX

Notwithstanding anything contained in these Arsobé Incorporation to the contrary, Article VI and hereof shall not be altered, amenc

or repealed and no provision inconsistent thereslitdl be adopted without the affirmative votelw holders of at least sixty-six and two-
third percent (66 2/3%) of the voting power ofthk stock of the Corporation entitled to vote gatigiin the election of directors, voting
together as a single class. Notwithstanding angthontained in these Articles of Incorporationtte tontrary, the affirmative vote of the
holders of at least sixty-six and two-third percéd@ 2/3%) of the voting power of all the stocktloé Corporation entitled to vote generally in
the election of directors, voting together as gleirtlass, shall be required to alter, amend aptadny provisions inconsistent with or repeal
this Article 1X.



DIGITAL POWER CORPORATION
41920 Christy Street, Fremont, CA 94538

THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF D IRECTORS

The undersigned hereby appoints Robert O. SmitrPilip G. Swany, and each of them, as proxies Wighpower to appoint his or their
successor, and hereby authorizes them to reprasdrb vote, as designated below, all the shar€oofmon Stock of DIGITAL POWER
CORPORATION ("Digital"), held of record by the undiggned on May 24, 1999, at the Annual Meeting ledu®holders to be held on July
1999, at 10:00 a.m. (Pacific Time), at Digital'spmrate offices located at 41920 Christy Street¢ntant, California 94538, and at any and all
adjournments thereof.

1. To amend the Articles of Incorporation of Digjtiaadopt a new Article VI to eliminate cumulativeting;
FOR___ AGAINST ____ ABSTAIN

2. To amend the Articles of Incorporation of Digim adopt a new Article VIl to eliminate shareheldiction by written consent;
FOR___ AGAINST ____ ABSTAIN

3. To amend the Articles of Incorporation of theyifdl to adopt a new Article VIII which establishieigher voting requirements for
shareholders in certain circumstances (a) to agpcevtain business combinations involving Digitadl@r its subsidiaries, and (b) to amend
Article VIII;

FOR AGAINST ABSTAIN

4. If either Proposal Nos. 1 or 2 is approved,n@ad the Articles of Incorporation of Digital toaat a new Article X to require a higher
voting requirement to amend Articles VI or VII;

FOR AGAINST ABSTAIN
5. Election of Directors.

FOR all nominees listed below WITHOUT AUTHAORI (except as marked to the contrary belowWthhold vote for all
Nominees below

(INSTRUCTIONS: To withhold authority to vote forwimdividual nominee, strike a line through the noeg's name in the list below.)
Robert O. Smith Chris Schofield Thomas W. O'Neil, J

Scott C. McDonald Robert J. Boschert
6. In their discretion, the proxies are authoriesiote upon such other business as may propemedmefore the Meeting.

This proxy, when properly executed, will be votadhie manner directed herein by the undersignekbbler. If no direction is made, this
proxy will be voted FOR the five abc-listed director nominee



Please sign exactly as name appears on the shifieates. When shares are held by joint tengmath should sign. When signing as
attorney, executor, administrator, trustee, or diaar, please give full title as such. If a corpmnat please sign in full corporate name by
president or other authorized officer. If a parsidgp, please sign in partnership name by authopzeson.

Name (Print) N ame (Print) (if held jointly)

Dated: _ @ e -
Signature S ignature (if held jointly)
(Address) (Address)
I will will not attend the Meeting. Numbafrpersons to attend:

PLEASE MARK, SIGN, DATE, AND RETURN THE PROXY PROMP TLY USING THE ENCLOSED ENVELOPE.

End of Filing
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